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KEY ECONOMIC INDICATORS 


All values in million U.S. $ Exchange rate as of 4/15/74 
unless otherwise stated, U.S. $1.00=Kip 605 (official) 
=Kip 845 (unofficial) 


% Average Rate 
ITEM Change of Growth 
1972-1973 1971-1973 
POPULATION & MANPOWER (thousands) 
ae Total Population 2.4 2.4 
b. Urban Population ~ - 
c. StudentsPassing 6th Grade Exam 47 11 


FOREIGN EXCHANGE 

a. Commercial (legal)Market Supply 

b. USIP L/C's Opened 

c. BNL Disbursements (non-FEOF) 2/ 

d. BNL Reserves 

e. Average Exchange Rate in Commer- 
cial Market (kip/$) 


3. FOREIGN TRADE 
Be Imports: Commercial 
b. Imports: Non-Commercial 
ce Lao Exports 
d. Gold (re-) Exports (MT) 
e. U.S. Exports to Laos 


GOVERNMENT FINANCE (kip billions) 
a. Budgetary Revenues 

b. Financial Transfer Tax 

c. Expenditures 

d. Cash Deficit 


MONEY AND BANKING (kip billions, 
end-year) 

ae Money Supply 

b,. Total Private Deposits 


ce Private Sector Credit 


PRICES, PRODUCTION AND CONSUMPTION 
a. Consumer Prices, Vientiane 

(1968 = 100) 
b. Tin Concentrate Production (MT) 
c. Timber Cut (Thousand M3) 
d. Electricity Consumption 

(Vte, million KWH) 
e. Private Construction (kip million) 
f. Domestic Civair Passengers (000) 
ge Hogs Slaughtered (thousands) 
h. Milled Rice Production (000 tons) 





The Year That Was 


The statistics for Hong Kong's 1973 economic performance are 
impressive. National Income rose by over 17% in current prices 
and by over 6% in constant prices; per capita national pro- 
duct is now in the range of US$1,300. Domestic exports rose 
by 28% and re-exports by 57% to account for one quarter of 

all exports. Registered industrial employment reached a new 
record of 627,000 by the end of the year. Tourist arrivals 
increased by 19% to 1,291,950. 


Despite these figures, few people in Hong Kong look back on 
1973 as a good year. The US dollar devalued for the second 
time and sterling declined. The local stock market crashed 

in March; together with short term interest rate differentials, 
this impaired the liquidity of the banking system. The cost 

of living rose at a dizzying speed, aggravating the already in- 
equitable distribution of income. World commodity prices rose 
swiftly and serious shortages developed in some supplies. As 
if this were not enough, the oil crisis threatened energy sup- 
plies and raised the specter of a world depression. 


The US enjoyed its best export performance to date in this 
market. US exports rose by 43% to $720 million and for the 
first time in a decade, the US trade deficit with HK decreased. 


Outlook 


The official HKG prediction for 1974 is a 4% increase in 
national income, in real terms. This was made before the 
dismantling of the Arab oil embargo and now appears to be 
on the low side. Hong Kong chronically worries about its 
competitive position, although its terms of trade have im- 
proved in recent years, suggesting that it has established 
a quality differential that has overcome the drawbacks of 
higher prices. The crucial factor in 1974 performance will 
be inflation and how the economy reacts to it; if wage de- 
mands and local profiteering are excessive, Hong Kong could 
price itself out of some of its markets. 


The prospects for US exports are better than they have been 
for several years, assuming that the supply situation has 
improved. With aggressive marketing and follow-up, US firms 
can repeat or even exceed their 1973 performance. 





SUMMARY 


The recent formation of a new coalition government, ending eleven years 
of hostilities between Lao factions, has opened a period of transition 
from wartime disruption to more normal peacetime development, Among the 
positive factors at the start of this new era were the progressive re- 
integration of the refugee population into the economy, a good 1973 rice 
harvest, and strong growth in lumber production, Local industry also 
registered substantial expansion in 1973, and prospects for increased 
hydroelectric power generation, as well as new coal mining possibilities, 
offered Laos certain industrial development advantages in a period of 
world energy difficulties. While Lao consumer prices continued upwards 
in 1973, much of this inflation was due to external supply factors. 
since domestic monetary expansion was reduced to a rate well below the 
previous two years. Laos continued, however, to be heavily dependent 


on the donor-supported stabilization fund (FEOF) to balance its budgetary 
and trade deficits, 


In addition to prospects for increased other-donor aid to a more peaceful 
Laos, the ending of hostilities opened possibilities for increasing 
administrative efficiency, fuller exploitation of heretofore untapped 
mineral potentials, agricultural expansion, improvement of transport and 
communications networks, and a greater availability of civilian manpower 
for industrial undertakings. 


Although U.S. private business has never, for geographical and other 

reasons, been deeply involved in Laos' small market, American products 
should be able to gradually expand their sales on the basis of quality 
and durability. U.S. investors may find some opportunities in mineral 


exploitation as well, though these are unlikely to be as significant in 
Laos as elsewhere, 





CURRENT ECONOMIC SITUATION AND TRENDS 


Laos at a Turning Point 


On April 4, 1974 a new Provisional Government of National Union was 
formed, bringing the opposing Lao political factions together again 

after eleven years of severe military conflict. This significant step 
along the road to national reconciliation, which began with the signature 
of the ceasefire protocol on February 4, 1973, suggests that significant 
changes are likely to take place in the political, social, and economic 
spheres in Laos in the future, 


The cessation of active hostilities, which had dominated Lao economic life 
over the past decade, may now permit greater concentration m solving 
neglected basic economic problems, repairing wartime economic disruptions, 
and initiating more concerted economic development, Political and 
military factors affecting the economy (both those disrupting it and those 
sustaining it during the hostilities) will begin to give way to more 
balanced economic progress as Laos assumes a greater measure of 
responsibility for its own economic and political future, 


Among the more important discernible trends in the past year was the 
gradual return of refugees to their former homes, indicating a growing 
degree of self-sufficiency among the agrarian population after very 
high levels of welfare support required during the period of wartime 
dislocation, 


Most trade outside urban areas continues to be conducted on barter 
terms, however, and the agricultural sector is still producing mainly 
at the subsistence level. Among the more important economic activities, 
rice and lumber production increased during 1973, and tin production 
continued steady. Other marketed production in Laos was still 
insignificant in size in 1973. 


Despite increasing normalcy in rural areas, very powerful stresses 

continued to be exerted on the monetized economy, and some of these 
pressures were intensified in 1973e¢ Rising prices (27 percent in 1972 

and 43 percent in 1973) continued to erode the standard of living of the 
urban consumer, Much of the more recent price inflation resulted from 
higher supply costs from abroad (particularly for rice and petroleum 
products) which Laost embryonic export sector was little able to compensate 
for by higher export earningse 





were Japan (15%) and the US (14%). The principal commodi- 
ties re-exported were jewelry, textiles and watches and 
optical equipment. 


Rising Import Bill 


Since Hong Kong possesses no natural resources, it must im- 
port in order to export. In 1973, imports totalled US$5.6 
billion, or 102% of the GDP. This is an increase of 33% 

over the value of 1972 imports and close to 9% in volume. 

This suggests an overall rise of 22% in unit costs of imports; 
however, many commodity price increases did not take hold 
before mid-summer, so that average price rises in the second 
half of the year were in the range of 35%. The fact that 
volume was sustained at a higher level than in 1971 or 1972, 
despite price increases, argues that Hong Kong traders were 


reasonably confident that they could still compete in world 
markets. 


Japan and China remained Hong Kong's principal suppliers in 
1973; however, Japan's share of the market declined while 
China's increased, and both had about 20% at the end of the 
year. Imports from the US rose by 43% (56% in US$ terms) 
and the US market share increased to 12.8%. The largest 
increases in US sales were registered in grain, textile 
fibers, electronic components and diamonds. 


Tourism: No Sign of Flagging 


The tourist industry in Hong Kong continued to serve an 
expanding market in 1973 (nearly 1.3 million tourists, a 
growth of 19% over 1972), and contributed approximately 
US$470 million to the Colony's Gross Domestic Product. 
This "invisible" (highly visible at the airport and in 
crowded downtown shops) was equal to about three-fourths 
of the trade imbalance. Recently, however, there have 


been expressions of concern that this industry could suffer 
in the wake of the energy crisis. 


Pessimists point to the cancellation of Japanese charter 
flights, a recent decision to cancel plans to construct one 
large hotel and the Japanese decision announced at the end 
of March further restricting the amount of foreign exchange 
that Japanese tourists can take abroad. Optimists suggest 
that cancellation of charters has simply led to greater 

use of scheduled flights, that the number of hotel rooms is 
expanding steadily (another large hotel -- the Sheraton -- 
opened recently) and that restriction of foreign exchange 





may simply mean that Japanese tourists will spend more 

time in Hong Kong rather than proceeding on to Bangkok, 
Bali or Singapore. Moreover, they point to development of 
additional tourist attractions within Hong Kong and growing 
interest in China as additional lures, and to the recent 
tendency for tourists to extend somewhat their length of 
stay in Hong Kong. 


The Hong Kong Tourist Association has predicted that the 
number of tourists would expand by only 10% in 1974 if the 
energy crisis persisted. Although the energy crisis per se 
has since eased, it is too early to tell what impact inflation 
here and abroad may have on the tourist industry. In February, 
the hotel occupancy rate was 81% and the number of tourists 
was 10% above 1972. There is as yet nothing to indicate that 


the industry will slacken below this rate (10% increase) in 
the near future. 


Financial Outlook: Tight Money 


Because foreign trade is such a large part of Hong Kong's 
economy, the balance of payments position sets constraints 

on the expansion of money supply. Liquidity reserves of the 
banking system are held largely in foreign currencies. When 
there is an overall balance of payments surplus those holdings 
rise, and when there is a deficit they decrease. As a result, 
there is a parallel rise or fall in potential lending capa- 
city. Since banks are only required to keep a 25% ratio of 
liquid assets to deposits, the relationship between balance 
of payments and lending capacity and the money supply can 
vary from year to year and diverge for a considerable period 
of time. 


In 1973, the money supply (i.e., demand deposits plus cur- 
rency and coins outside of banks) rose 8%, compared to 44% 

in 1972. The estimated balance of payments deficit exceeded 
US$500 million, compared to an approximately $50 million 
surplus the year before. In the absence of an official 
balance of payments calculation, we can only roughly esti- 
mate the components of the deficit. Part of this deficit 
stems from the increase in the trade deficit, which rose 

by more than $200 million. On the other hand, tourist earn- 
ings increased as well as those derived from visits of foreign 
vessels, thus shrinking the current account deficit. This 
would mean about a $300-400 million outflow in the capital 
account. The outflow would appear to have taken place in the 
first half of the year. 


The essential elements were probably the general foreign 
withdrawal of stock market investment from February to March, 





Stabilization 


The stabilization fund (FEOF - supported by the U.S,., Australia, France, 
Japan, Laos and the U.K.) continued to play a major role in 1973 in 
restraining inflationary pressures and in financing the trade deficit. 
The FEOF exchange rate has remained at K605/$ since end-1971, but the 
1972 Financial Transfer Tax (40 percent on specified use categories) was 
progressively extended until it covered approximately 80-90 percent of 
commercial market foreign exchange sales by end-1973. Outside the 
commercial (FEOF-supported) market, the National Bank of Laos 

continued to fund official debt service and RLG administrative require- 
ments from foreign exchange obtained through Embassy conversions and 

the repatriation of commercial export proceeds. The U.S. commercial 
import program (USIP) ended in 1972, 


After a moderate decline in 1972, total recorded foreign exchange 
transactions increased again in 1973, with growth of $5.5 million in 
legal (commercial) market sales, and relatively constant BNL disburse- 
ments, Due mainly to improved lumber exports performance, BNL foreign 
exchange reserves rose $2.8 million in 1973, The average exchange rate 
in the legal market rose 18 percent in 1973 (compared to 28 percent the 


previous year) as more transactions were shifted to the taxable exchange 
rate, 


Lao imports appeared to grow rapidly in 1973, with officially recorded 
increases of 70 percent in commercial and 5 percent in non-commercial 
imports in the first three quarters of 1973. 


Factors influencing the extraordinary recorded growth in commercial 
imports may include (a) the higher unit cost of most imports, (b) 
foreign-financed imports of industrial equipment and raw materials for the 
many new factories which started up in 1973, and (c) rice import require- 
ments due to the 1972 harvest deficit, 


Japanese exports to Laos rose 125 percent ($ value), US exports rose 

about 13 percent in 1973, and Thai exports (7 months) rose 31.5%. Gold 
re-exports from Saigon and Bangkok through Vientiane to Europe also 
increased sharply, from 1.5 tons in 1972 to 16.6 tons in 1973, in response 
to higher price levels and profit margins, and this may have helped 
finance part of the recorded growth in commercial imports, 


Despite a further substantial increase in RLG expenditures and in the 
budget deficit in 1973, the Financial Transfer Tax plus improvement 

in most other budgetary revenues enabled the RLG to reduce its rate of 
net inflationary borrowing by 24 percent, Largely for this reason, 
money supply expansion was held to only 10 percent in 1973, versus 24 
percent in 1972, A slower rate of credit expansion, faster savings and 
term deposit growth, and increased FEOF kip absorption also contributed 
to greater monetary stability in 1973, 





Consumer prices grew at roughly the same rate as in 1972: 34,5 percent 
(versus 40,7 percent in 1972) on the USAID index and 42.6 percent (versus 
27.2 percent in 1972) on the RLG index in 1973, The principal contribu- 
ting factors were supply-related increases in rice (up 40 percent) and 
POL products, the rising average kip exchange rate, and the increasing 
dollar cost of most imports, 


Although no direct measurement of GNP is available, the trend in effective 
real money supply (money corrected for prices and velocity) suggests 

that some growth in economic activity occurred. This is also suggested 

by available production and consumption indicators, which show that 

rapid expansion occurred in lumber, construction, civil aviation, 
electricity, and production of hogs and rice. 


Other Donor Assistance 


Over the past several years Laos has received financial, technical, 
humanitarian, and commodity assistance from the many countries that are 
friendly toward Laos, interested in maintaining its stability, and in 
contributing to its economic and social development, Most of the 
assistance that donor nations have made available to Laos is concentrated 
in such activities as support of the Foreign Exchange Operations Fund 

to maintain reasonable monetary stability, teachers for several 
Lao schools and institutions of higher learning, scholarships to Lao 
students for study abroad, technical advisors to assist the ministries, 
and financing of major capital projects such as the Nam Ngum Daa, In 
almost all instances, other donor assistance is tied to the procurement 
of goods and services from the contributing nation. At this time the 
total level of other donor assistance for 1974 is estimated at $25.0 to 
$27.0 million, The two largest other donors to Laos are France, 
approximately $7.0 - $8.0 million, and Japan, approximately $6.0 - $7.0 
million, 


It can reasonably be expected that the total level of external donor 
civilian assistance to Laos should increase over the next two to three 
years, For each individual donor country or organization, the response 
will vary with the relative concern with immediate war-related problems 
versus long-term reconstruction and development under more stable 
political conditions, There have been indications that Japan, New Zealand, 
the Netherlands and some United Nations agencies will increase their 
assistance. However, the diminished urgency of the Lao situation in a 
post-hostility period may well cause a reduction in assistance levels 
from voluntary agencies (such as the ICRC and other relief organizations) 
and from some individual donor countries, 





cotton rose to almost US$1.00 a pound and plastic raw mater- 
ials rose by 30-40%, when they could be found. In the con- 
struction industry, the price of cement rose by 30% and steel 
bars by 36%. 


The Hong Kong Government has maintained that most of the 
Colony's inflation is imported and not amenable to govern- 
ment action. Nevertheless, public concern and outrage 
created pressures for government action which were reluc- 
tantly heeded. In June, the legislative Council passed a 
temporary freeze on domestic rents; in December, it passed 
legislation establishing maxima for further rent increases. 
During the summer, the tax authorities announced they would 
begin levying rates (property taxes) on vacant apartments 

at the same rate as for occupied ones, thus reducing the 
landlord's ability to keep an apartment off the market until 
someone was willing to meet his proposed rent. Also in the 
late summer, the Commerce and Industry Department began 
monitoring re-exports of plastic raw materials. Later, the 
export of certain of these was temporarily banned. In the 
face of high warehousing charges, speculators sold these 
materials locally and prices dropped. On the food front, 
the government began publishing availability figures for 
certain groceries and suggested prices. Housewives armed 
with this information have been able to bargain more sharply 


in the market stalls. Finally, at the end of the budget 
debate in March, the government announced the formation of 

a Consumer Council which will collect and publish information 
on instances of profiteéring and recommend official action. 


These measures point up the fact that the Hong Kong Government 
is, rightly, seriously concerned with the problems of in- 
flation and even prepared to depart from its traditional 
laissez faire stance, if necessary. For an economy dominated 
by its foreign trade sector, inflation can be fatal. In the 
meantime, there are some crumbs of good news. Domestic rents 
have declined since late 1973. Agricultural, as opposed to 
industrial, prices appear to be stabilizing and raw material 
prices are expected to decline this year. Hong Kong's cost 
of living has actually declined in two separate years in the 
post-war period. It could do so again. 


IMPLICATIONS FOR THE UNITED STATES 


Trade Prospects 


The general 1973 turnaround in US trade was reflected in the 
US performance on the Hong Kong market. US exports rose by 
43%, in HK$ terms, and by 56% in US$ terms. The long awaited 
effects of the US devaluation took hold in the latter part of 
the year (almost 35% of US exports were landed in the last 





IMPLICATIONS FOR THE UNITED STATES 


American business should be able to participate on a par with other 
Western countries in the peacetime development of the Lao economy. 
Although there is no longer a U.S, Import Program (USIP) for Laos, 
and although Laos is still excluded from the insurance program of the 
Overseas Private Investment Corporation (OPIC), U.S. exports to Laos 
have nonetheless averaged about 15 percent of Lao imports during the 
last few years. Given the relative geographic locations of the two 
countries this figure is not likely to be expanded by more than a few 
percent under peacetime conditions, 


In the next year or two there may be increased imports from Communist 
nations, but they are not likely to claim a major share of the Lao 
market. U.S. products should be able to maintain their position and 
gradually expand their sales on the basis of quality and durability. 
Product simplicity and adequate service facilities will also improve 
sales, 


Lao exports to the United States have always been insignificant, and 
there are no indications that future U.S. economic interests would be 
significantly affected in the unlikely event that U.S. access to Lao 
minerals or other products should be restricted, 
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Hong Kong has an abundance of both capital funds and entre- 
preneurs, it has a shortage of managers acquainted with high 
technology production and looks to foreign investment to fill 
this gap. The Colony has several attractions for investors -- 
its location, shipping and communications facilities, absence 
of tariffs, low taxation and policies which interfere as little 
as possible with business decisions -- but it suffers a major 
drawback for industrial investment in its high land costs. 


Throughout 1973, the HKG began modifying its land sale policy 
for heavier industry. By severely restricting end-use require- 
ments, it effectively reduced the auction bids for industrial 
tracts. In April, the Outboard Marine Company of Illinois 
successfully bid for a site on Tsing Yi Island under this 
policy. In December, the Governor announced a further change 
under which the HKG would bypass the auction system altogether 
and enter into a "private treaty" with an investor proposing 
the type of plant Hong Kong sought. It was announced that 

Dow Chemical Company would build a petrochemical plant under 
this arrangement. In early April 1974, it was announced that 
the HKG is considering developing industrial parks in the 


New Territories and leasing factory sites at "attractive 
rates." It is expected that US industrial investors will 
take advantage of these new attractions, particularly to 
produce for the Southeast Asian market. 


With over 500 firms and an estimated total investment in the 
neighborhood of $500 million, the US has the largest bloc 

of foreign investment in the Colony. The majority of US 
firms are regional sales and/or administrative headquarters, 
but over 100 are engaged in manufacturing and represent over 
40% of foreign industrial investment in Hong Kong. In recent 
years, a number of smaller US firms have moved elsewhere, but 
have been replaced by larger ones. With the prospect of 

more stable rents for both commercial and domestic premises, 
it is expected that more US investors will settle in Hong 
Kong. 
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